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OATH OR AFFIRMATION

1, LEOIACOBELLI , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
ESL INVESTMENT SERVICES, LLC as

of DECEMBER 31 ,20 07 , are true and correct. [ further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

C\é.—.

Signature
PRESIDENT
Title
Mwﬂw% A. Colla McNinch

/V Notary Public Notary Public in the Statc of New York

MONROEL COUNTY
This report ** contains (check all applicable boxes): Cnmm'lsiilff)l Expires Oct. 29, 2(_); O

(a) Facing Page. 44973616

4]

[ (b) Statement of Financial Condition.

Kl (c) Statement of Income (Loss).

[A- (d) Statement of Changes in Financial Condition.

[ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O () Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Kl (g) Computation of Net Capital.

Ml (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

B (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

[ () An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McGladrey & Pullen

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Managing Committee
ESL Investment Services, LLC
Rochester, New York

We have audited the accompanying statement of financial condition of ESL Investment Services, LLC, a wholly
owned subsidiary of ESL Federa! Credit Union, as of December 31, 2007, and the related statements of operations,
member's equity, and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the
Securities Exchange Act of 1934. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as welt as evaluating the overall financial statement
presentation. We believe our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of ESL Investment Services, LLC as of December 31, 2007, and the results of its operations and its cash flows for
the year then ended, in conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contained in the supplementary schedules is presented for purposes of additional analysis and is
not a required part of the basic financial statements, but is supplementary information required by rule 17a-5 under
the Securities Exchange Act of 1934. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the

basic financial statements taken as a whole.
/%M / Foelliny L ¢e”

Beverly, Massachusetts
March 18, 2008

asliny bo.ann.f3.07.se

McGladrey & Puflen, LLP is a member firm of RSM Intemational -
an affiliation of separate and independent legal entities.




ESL INVESTMENT SERVICES, LLC
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2007

ASSETS

Cash

Commissions receivable
Accounts receivable
Property and equipment, net

LIABILITIES AND MEMBERS’ EQUITY

Liabilities
Accounts payable and accrued expenses

Total liabilities
Members’ equity
Capital
Retained eamnings

Total members’ equity

Total liabilities and member’s equity

The accompanying notes are an integral part of this statement.

2007

$ 8366113
3,964

2,506

13,556

$ 8,386,139

$ 274,700

274,700

1,500,000
6,611,439

8,111,439

$ 8,386,139




ESL INVESTMENT SERVICES, LLC
STATEMENT OF OPERATIONS AND MEMBER'S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2007

Commissions revenues
Interest income
Other income

Total revenue
Expenses:
Salaries, commissions and benefits
Occupancy
Marketing and promotion
Professional and cutside services
Depreciation
General and administrative
Total expenses
Net income
Member's equity, beginning of year

Member's equity, end of year

The accompanying notes are an integral part of these statements,

2007

$

4,238,754
10,312
35,000

4,284,066

2,100,705
107,945
54,335
159,716
3,602
126,357

2,552,660

1,731,406

4,880,033

6,611,439




ESL INVESTMENT SERVICES, LLC
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash from operating activities:

Depreciation

Decrease in commissions receivable
Decrease in accounts payable and accrued expenses
Decrease in accounts receivable from related parties

Total adjustments

Net cash provided by operating activities

Net increase in cash
Cash at beginning of year

Cash at end of year

The accompanying notes are an integral part of this statement.

2007

$ 1,731,408

3,602
42,746
(108,921)
36,837

(25,736)

1,705,670

1,705,670

6,660,443

$ 8,366,113




ESL INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2007

Operations and Summary of Significant Accounting Policies

ESL Investment Services, LLC (the “Company”) is a limited-purpose securities broker-dealer, registered with
the Securities and Exchange Commission pursuant to Section 15 of the Securities Exchange Act of 1934. The
Company is a wholly owned subsidiary of the ESL Federal Credit Union (the “Credit Union”). The Company
was originally incorporated in 1996 with operations beginning on January 1, 1997. The Company was initially
funded from the issuance of $1,500,000 in common stock to the Credit Union. The Company was established
by the Credit Union to serve as an investment services company to sell annuity contracts, mutual funds, and
other securities primarily to Credit Union members. Effective July 1, 2001, the Company converted its
corporate charter to a limited liability company (“LLC") under the provisions of the New York Limited Liability
Company Act.

The Company received approval for membership to operate as a registered broker-dealer on July 21, 2006.
The Company does not carry securities accounts for customers or perform custodial functions refating to

customer securities. It operates under the provisions of subparagraph (k)(2)(i) of rule 15¢3-3 of the Securities
Exchange Act of 1334 and, accordingly, is exempt from the remaining provisions of that rule.

~ A summary of the Company’s significant accounting policies follows:

Cash and Cash Equivalents:

Cash and cash equivalents include deposits with the Credit Union and other highly liquid investments that are
readily convertible to cash. Amounts due from these financial institutions exceed federally insured limits on
December 31, 2007.

Commission Revenues

Commission revenues relate primarily to the sale of annuity, mutual funds, and other security products. These
products are offered to members through LPL Financial, an unaffiliated entity and also a registered broker-
dealer, which compensates the Company for each sale based upon a contractual commission schedule.
Revenues are recorded on a settlement date basis which does not differ materially from a trade date basis.

Property and Equipment

Property and equipment are stated at cost and are depreciated over useful lives ranging from

3-10 years using the straight-line method. The cost of leasehold improvements is amortized using the straight-
line method over the lesser of the life of the lease or the life of the leasehold improvement.

Income Taxes

Effective July 1, 2001, the Company converted its corporate charter to a limited liability company. The LLC is
classified as a partnership for federal income tax purposes which is exempt from federal and state income
taxes.




ESL INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007

Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

The aforementioned financial statements have been prepared from the separate records maintained by the
Company. The financial condition and the results of operations as presented in the financial statements may
not necessarily be indicative of the condition that would have existed or the results of operations that would
have been achieved had the subsidiary been operated as an unaffiliated company. Portions of certain
expenses incurred by the Parent have been allocated to the Company.

Property and Equipment

Property and equipment consist of the following:

2006
Computer equipment $ 7,839
Furniture and other equipment 123,815
Leasehold improvements 43,832
175,486
Less — Accumulated depreciation and amortization 161,930
$ 13,556

Pension and Other Post Employment Benefits Pian

The Company’s personnel are covered under the Credit Union’s pension plan. The Credit Union has a
noncontributory defined-benefit retirement plan (the “Plan”} covering substantially all of its employees. The
benefits are based on years of service and average compensation prior to retirement. The Credit Union will
make future contributions to the Plan, as necessary, based on the recommendations of its actuaries and within
the requirements of ERISA. The Credit Union allocates a percentage of the annual expense to the Company
based on headcount. For the year ended December 31, 2007, the Company recognized pension costs of
$26,154.




ESL INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007

The Company's personnel are covered under the Credit Union’s medical, health care and life insurance plans.
The Credit Union provides benefits to qualifying retirees. Substantially all employees become eligible for these
benefits if they have met certain age and service requirements upon retirement. These benefits are paid from
two separate trusts. The trusts were funded in accordance with the maximum funding allowed under ERISA.
The Credit Union does not expect to make a contribution to the plan during 2007. The Credit Union allocates a
percentage of the annual expense to the Company based on headcount. For the year ended December 31,
2007, the Company recognized benefits costs of $12,852.

Other Related Party Transactions

Pursuant to agreements between the parties, the Company was also charged by the Parent for cestain expense
allocations, including professional and administrative services as well as customer referrals provided by ESL
Federal Credit Union of $102,946, and the cost of office and branch space $107,945 for the year ended
December 31, 2007.

At December 31, 2007, the Company had cash balances with the Credit Union in the amount of $7,897,612.

Accounts Payable and Accrued Expenses

The components of accounts payable and accrued expenses consist of the following:

2006
Accrued safaries and benefits $ 75,438
Accrued success share 180,404
Other 18,858
$ 274,706

Off Balance Sheet Risk and Concentration of Credit Risk

As discussed in Note 1, the Company's customers’ securities transactions are executed by LPL Financial. This
other broker-dealer carries all of the accounts of the customers of the Company and is responsible for
execution, collection of and payment of funds, and receipt and delivery of securities relative to customer
transactions.




ESL INVESTMENT SERVICES, LLC
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007

8. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule 15¢3-1),
which requires the maintenance of a minimum amount of net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity
capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At
December 31, 2007, the Company had net capital and net capital requirements of $409,841 and $18,313. The
Company’s ratio of aggregate indebtedness to net capital was 0.67 to 1.




ESL INVESTMENT SERVICES, LLC
COMPUTATION OF AGGREGATE INDEBTEDNESS AND NET CAPITAL PURSUANT TQ RULE 15¢3-1
DECEMBER 31, 2007

Total member's equity from statement of financial condition $8,111,439

Less non-aflowable assets:

Cash $7,681,572

Equipment, net 13,556

Commissions and accounts receivable 6,470

Total non allowable assets 7,701,598
Net capital before haircuts on securities 409,841

Haircuts on money market funds

Net Capital $ 409,841

Aggregate indebtedness:
Total Liabilities $ 274,700

Computation of basic net capital requirement
Minimum net capital required

(Greater of $5,000 or 6 2/3% of aggregate indebtedness) $ 18313
Net capital in excess of minimum requirement $ 391,528
Ratio of aggregate indebtedness to net capital 0.67 to 1




ESL INVESTMENT SERVICES, LLC
RECONCILIATION OF COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2007

At December 31, 2007, there were the following differences between the Net Capital as reported by the Company in
Part A of its unaudited Form X-17A-5, Financial and Operational Combined Uniform Single (FOCUS) Report and
the Net Capital presented in the Supplemental Schedule:

Net capital, as reported in Company’s Part IA FOCUS Report

(unaudited) FOCUS Report $239,102
Adjustments, net decrease in liabilities 170,739
Net capital, per Supplemental Schedule $409.841
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McGladrey&Pullen

Certified Public Accountants

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

To the Managing Committee
ESL investment Services, LLC
Rochester, New York

In planning and performing our audit of the financial statements of ESL Investment Services, LLC (the “Company”)
as of and for the year ended December 31, 2007, in accordance with auditing standards generally accepted in the
United States of America, we considered the Company'’s internal control over financial reporting (internal control) as
a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a study of
the practices and procedures followed by the Company, including consideration of control activities for safeguarding
securities. This study included tests of compliance with such practices and procedures that we considered relevant
to the objectives stated in rule 17a-5(g) in making the periodic computations of aggregate indebtedness {(or
aggregate debits) and net capital under rule 17a-3(a)(11). Because the Company does not carry securities accounts
for customers or perform custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

(1) Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by rule 17a-13

(2) Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of controls, and of the practices and
procedures referred to in the preceding paragraph, and to assess whether those practices and procedures can be
expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of internai control and the
practices and procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.

McGiadrey & Pullen, LLP is a member firm of RSM Intemational - 11
an affiliation of separate and independent legal entities.




To the Managing Commitiee
ESL Investment Services, LLC

Because of inherent limitations in intemal contro! or the practices and procedures referred to above, error or fraud
may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to the risk that
they may become inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate.

A control deficiency exists when the design or operation of a control does not aliow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the
entity’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the entity's
financial statements that is more than inconsequential will not be prevented or detected by the entity’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and
would not necessarily identify afl deficiencies in internal control that might be material weaknesses. We did not
identify any deficiencies in internal control and controi activities for safeguarding securities that we consider to be
material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of
this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange
Act of 1934 and related regutations, and that practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we beligve that the Company's practices and procedures were adequate at December 31, 2007 to meet the SEC's
chjectives.

This report is intended solely for the information and use of the Managing Committee, management, the SEC, the
Financial Industry Regulatory Authority and other requlatory agencies that rely on rule 17a-5(g} under the Securities
Exchange Act of 1934 in their regulation of registered broker - dealers, and is not intended to be and should not be

used by anyone other than these specified parties.
/ﬁc% S Al e

Beverly, Massachusetts
March 18, 2008

eslirv.bo.ann ks 07 se

END.
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